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REF: NEW DELHI 9855 

1. FOR MONTHS, THERE HAVE BEEN RUMORS THAT THE GOVERNMENT WOULD 
DEAL WITH THE BLACK MONEY PROBLEM BY DEMONETIZING HIGH DENOMINATION 
BANK NOTES, I.E., RS. 100 AND RS. 1,000 BANK NOTES, AND ISSUING 

A NEW SERIES. IT IS HIGHLY LIKELY THAT THIS COURSE WAS SERIOUSLY 
CONSIDERED. APPARENTLY, IT HAS BEEN ABANDONED. AT LEAST, 

FINANCE MINISTER CHAVAN DENIED THAT IT WOULD BE DONE IN A 
PARLIAMENTARY INTERVENTION YESTERDAY. 

2. HE ALSO REJECTED A SCHEME ADVANCED BY SOME INDIAN 
ECONOMISTS TO CUT THE MONEY SUPPLY DRASTICALLY BY REDUCING THE 
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BANK ACCOUNTS BY A SIMILAR AMOUNT FROM THEIR ACTUAL LEVEL. HE 
SAID THAT IT WOULD NOT BE DESIRABLE TO UNDERMINE THE FAITH OF 
PEOPLE IN THE BANKING SYSTEM. 

3. COMMENTS: DEMONETIZATIONS, LIKE DEVALUATIONS, MJST BE 
CARRIED OUT FAST AND WITH SURPRISE. OTHERWISE ANTICIPATION OF 
THEM COMPOUNDS THE PROBLEM, IN THIS CASE, INFLATION AND SPECULAT- 
ION. IF CHAV AN IS BELIEVED, THIS ANNOUNCEMENT MAY SLOW THE FLIGHT 
FROM MONEY AND ALLEVIATE INFLATIONARY PRESSURES A LITTLE, 

BUT THE RUMORS OF DEMONETIZATION HAVE PROBABLY ALREADY DONE A 
LOT OF DAMAGE. 

KREISBERG 
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